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ORDER PROVISIONALLY GRANTING RTO STATUS
(Issued July 12, 2001)
On October 11, 2000, the PIM transmission owners (TOs)* and PIM Interconnection,
L.L.C. (PIM) jointly submitted a compliance filing to comply with Order No. 20002 PIM

states that under its current structure as an approved independent system operator (1SO), it
satisfies all of the required characteristics and functions of a Regional Transmission

The TOs are Allegheny Electric Cooperative, Inc., Atlantic City Electric Company,
Baltimore Gas & Electric Company, Delmarva Power & Light Company, Jersey Central
Power & Light Company, Metropolitan Edison Company, PECO Energy Company,
Pennsylvania Electric Company, PPL Electric Utilities Corporation, Potomac Electric
Power Company, Public Service Electric & Gas Company, and UGI Utilities Inc.

?Regional Transmission Organizations, 65 FR 809 (January 6, 2000), FERC Stats. &
Regs. 131,089 (1999), order on reh'g, Order No. 2000-A, 65 FR 12,088 (March 8, 2000),
FERC Stats. & Regs. 131,092 (2000), petitions for review pending sub nom., Public Utility
District No. 1 of Snohomish County, Washington v. FERC, Nos. 00-1174, et d. (D.C. Cir.).
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Organization (RTO). PIM requests that the Commission find that it satisfies Order No. 2000
criteriaand approve PIM asan RTO.

For the reasons discussed below, we find that PIM’s RTO proposal satisfies many of
the criteriarequired under Order No. 2000 for RTO status. PIM has operational authority
over al thefacilities under its control, and its existing operations meet the criteriafor
maintaining short-term reliability. In addition, under PIM’ s existing PIM Open Access
Transmission Tariff (OATT or Tariff) and PIM Operating Agreement, PIM isthe sole
administrator and transmission provider, PIM provides ancillary services, and PIM isthe
sole OASIS site administrator. However, unlike the New England TOs, PIM TOs have not
proposed to restructure to ensure independence. We are encouraged by the substantial
progress that PIM has made with respect to each of the twelve characteristics and functions
required by Order No. 2000. Accordingly, we will grant PIM provisional RTO status, subject
to the changes we are directing below.

The Commission has been attempting to facilitate the development of large, regional
transmission organizations reflecting natural markets since we issued Order No. 2000. We
favor the development of one RTO for the Northeast, one RTO for the Midwest, one RTO for
the Southeast and one RTO for the West. Through their independence from market
participants, RTOs can ensure truly non-discriminatory transmission service and will instill
confidence in the market that will support the billions of dollars of capital investment in
generation and demand side projects necessary to support arobust, reliable and competitive
electricity marketplace. RTOs are the platform upon which our expectations of the
substantial generation cost savings to American customers are based.

Whilethere will be "start up" costsin forming alarger RTO, over the longer term,
large RTOs will foster market development, will provide increased reliability, and will result
in lower wholesale electricity prices. However, these savings will be delayed, perhaps
significantly, if RTOs are permitted to devel op incompatible structures and systems, or if we
approve RTOs that do not encompass wholesale market trading patterns.  Accordingly, we
today direct the partiesin the Northeast and Southeast to mediation, under an expedited
schedule.

|.  Background

In Order No. 2000, the Commission recognized that there continue to be important
transmission-rel ated impediments to a competitive wholesale electric market. These
impediments include the engineering and economic inefficiencies inherent in the current
operation and expansion of the transmission grid and the continuing opportunities for
transmission owners to unduly discriminate in the operation of their transmission systemsto
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favor their own or their affiliates power marketing activities. 3 The engineering and
economic inefficiencies the Commission identified and sought to addressin Order No. 2000
resulted from the lack of regional coordination of an interconnected transmission grid. 4 The
Commission concluded that a properly structured RTO could provide significant benefitsin
the operation of the transmission grid. A successful RTO would, through transmission grid
management, improve grid reliability, remove remaining opportunities for discriminatory
transmission practices, improve market performance, and facilitate lighter handed
regulation.® These efficiencies would include, among other things, regional transmission
pricing, improved congestion management of the grid, more accurate total transmission
capability (TTC) and available transmission capability (ATC) calculations, more effective
management of parallel path flows, reduced transaction costs, and facilitation of state retail
access programs, °

In order for an RTO to adequately address regional operational and reliability issues,
the Commission stated in Order No. 2000 that, at a minimum, an RTO must satisfy four
characteristics: independence, scope and regional configuration, operational authority and
short-term reliability. In addition, the RTO would be required to perform eight functions:
tariff administration and design, congestion management, paralel path flow, ancillary
services, OASISand TTC and ATC, market monitoring, planning and expansion and
interregional coordination. ’

PIM statesthat it meetsall of the characteristics of an RTO. PIM includes as among
its strengths for RTO status, its preexisting status as a successful 1S0O, itsindependent board,
its successful administration of the PIM Tariff and PIM Operating Agreement, and its
congestion management system. With respect to scope and configuration, PIM states that it
also meets the requirements of Order No. 2000. PJM also contends that it has taken the lead
on interregional issues because it plansto join with its neighbor to the west, the Allegheny
Power System operating companies and possibly Duguesne Light Company (Duquesne) @ In
addition, PJM states that it has entered into a Memorandum of Understanding (MOU) with

3d., FERC Stats. & Regs. 131,089 at 31,003.
“ld. at 31,004.

°Id. at 31,017.

%1d. at note 99.

"Id. at 30,993-94.

8This proposed expansion, referred to as"PIM West," is addressed in PIM
Interconnection, L.L.C, etal., 95 FERC 61,  (2001), issued concurrently with this order.
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the New York 1SO (NYI1S0), ISO New England, and Ontario’ s Independent Electricity Market
Operator to work to resolve seams issues in the Northeast and beyond.

. Notice of Filing and Interventions

Notice of filing was published in the Federal Register, 65 Fed Reg 64,212 (2000),
with comments, protests or interventions due on or before November 20, 2000. Motionsto
intervene, comments and protests were filed by the parties listed in the appendix. Pursuant to
Rule 214 of the Commission's Rules of Practice and Procedure, 18 C.F.R. § 385.214
(2000), the timely, unopposed motions to intervene and the notices of intervention by state
Commissions serve to make the intervenors listed in the appendix parties to this proceeding.
Further, the motion to intervene out-of-time is granted because it does not prejudice any
party or cause undue delay in the proceeding.

On November 20, 2000, WASA filed (along with an intervention and comments) a
request for technical conference. Potomac Electric Power Company filed an answer to
WASA's request for technical conference on December 5, 2000. WASA filed an answer to
PEPCO's answer on December 20, 2000. For the reasons discussed below, WASA's request
for atechnical conferenceisdenied.

On November 21, 2000, the Maryland Commission filed a motion to strike/reject as
factually deficient PIM's rate proposal set forth in its compliance filing or, alternatively, set
the matter for hearing. On December 5, 2000, the PIM TOs filed an answer to the motion to
reject; and to intervenors comments on the PIM compliance filing.® In a December 20,
2000 filing, Joint Consumer Advocates request that the Commission either strike the PIM
transmission owners answer or, if the answer is accepted, to consider Joint Consumer
Advocates reply comments.

We accept PIM's answer and Joint Consumer Advocates reply comments. These
pleadings clarify the arguments and enhance our understanding of the proceeding. However,
the requests that the Commission summarily reject PIM'sfiling (or portions thereof) are
denied for the reasons discussed below in this order.

In addition, PIM filed a separate answer to protests and comments on December 5,
2000. TransEnergiefiled an answer to PIM's answer on December 21, 2000.

On December 14, 2000, Southern Generatorsfiled amotion for leavetofilea
supplemental protest. On December 26, 2000, MAPSA filed amotion for leave to

%Initsfiling, PIM also responds to the protests of ODEC and Joint Consumer
Advocates that request the Commission to summarily reject PIM's compliance filing.
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supplement its preliminary comments and to protest. We accept the answers of PIM and
TransEnergie and the supplemental filings of Southern Generators and MAPSA. These
pleadings clarify the arguments and enhance our understanding of the proceeding.

On February 23, 2001, Enron filed alate protest and a motion to appoint a settlement
judge and consolidate the three RTO compliancefilings filed by NY1SO (Docket No. RT01-
95-000), SO New England (Docket No. RT01-86-000) and PIM. Enron asksthe
Commission to reject the three Northeast RTO proposals because the Northeast is one
regional market, not three. Edison filed comments in support of Enron's motion. PIM and
PIM Industrial Customers filed comments supporting the motion to appoint a settlement
judge to assist in the formation of one Northeast RTO, but first want the Commission to
approve PIM's RTO compliance filing. Shell filed comments supporting the merger of
NY1SO and ISO New England asone RTO. 1SO New England and NECPUC filed answers and
Joint Consumer Advocates filed commentsin opposition to Enron's motion. The New Y ork
Commission filed an answer and comments opposing Enron's motion stating that a "virtual”
RTO should be established and adequately assessed before consideration is given to
establishing asingle RTO. On April 23, 2001, Enron supplemented its pleading. We will
accept Enron's late protest and motion for consideration and also the pleadings filed by the
various partiesin response to this protest. These pleadings clarify the issues and enhance our
understanding of the proceeding. However, Enron's request that we appoint a settlement
judgeis denied for reasons discussed in this order, supra

[I. RTO Characteristics

RTO Characteristic No. 1: Independence

The RTO must be independent of any market participant

1. PIM's Proposal

PIM states that its existing governance structure and decision-making process satisfy
the independence criteria. Pursuant to the terms of the PIM Operating Agreement, neither
PJM, the PIM Board of Managers (PIM Board), nor PIM's employees have financial
interestsin or affiliation with any market participant. PJM states that it does not own stock
in any market participant, nor doesit own any transmission facilities or any generation
resources. According to PIM, the Board, which manages PIM, is a non-stakehol der board
and, thus, its decisionmaking process isindependent of control by any market participant or
class of participants. The PIM Members Committee, which elects the PIM Board, conducts
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its business by sector vote. PIM adds that it has the independent right to amend its Tariff.1°
In addition, PIM states that it has exclusive and independent control over recovery of itsown
costs, with section 205 authority to file rate changes for recovery of its own costs, making it
financially self-sufficient. PIM also commits to conduct a compliance audit of the
Independence of its decision-making process within two years of approval.

PIM proposes to retain the currently effective Reliability Assurance Agreement
(RAA), which is an agreement among the load serving entities (L SEs)** within PIM's control
area. The RAA providesfor the shared and coordinated planning of sufficient installed
capacity to provide reliable service to loads in the PIM control area? The RAA is managed
by the Reliability Committee which consists of avoting representative from each LSE and a
non-voting representative of PIM's Office of Interconnection. Changesto the RAA requirea
majority vote or in some cases atwo/thirds majority vote. The PIM Office of
I nterconnection may request reconsideration of any decision or inability to decide a matter
of the Reliability Committee. If the Reliability Committee does not agree, then PIM may
file asection 206 filing.

2. Intervenors Comments

Numerous intervenors take issue with PIM's RAA because it limits membership on
the Reliability Committee to only LSES, leaving all other market participants (generation
owners, end-use customers, transmission owners and distribution companies) unable to
impact reliability decisions. Intervenors suggest that reliability cannot be separated from
other issues that involve al market participants, noting particularly that reliability decisions
can affect the value of generating resourcesin the market. Dynegy, EPSA and Reliant
contend that the RAA should be amended to give al market participants membership and
voting rightsin the Reliability Committee. American Wind suggests that PIM either transfer
governance under the RAA to the PIM Board or permit all entitiesto participate in the
Reliability Committee. Southern Generators and Williams suggest that the governance
responsibilities be transferred to the Members Committee.

19M embers Committee approval is required before PIM can make revisionsto the
PIM Operating Agreement and other agreements under section 205 of the Federal Power Act
(FPA).

1Generators or marketers selling power at retail to loads within PIM's control area.

12The RAA includes procedures to determine the pool-wide installed generation
capacity needed to meet load, each member's contribution to the pool-wide generation
requirement, and compliance and enforcement provisionsrelated to generation reliability,
including deficiency charges.
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Shell notes that Order No. 2000 requires that RTOs * need to be independent in both
perception and reality.”*? Shell claims that, contrary to this requirement, PIM's incumbent
utilities appear to have the ability to exercise undue influence over the PIM governance
structure, from user groups to the PIM Board. Shell claims that the PIM Board has “ties and
loyalties” to the utility sector which is not evident in the governance or voting structure.
Additionally, Williams requests that the Commission require a change in the composition of
the PIM Board to include balanced stakeholder representation, arguing that the board must be
reflective of its constituency and that, absent this, “valuable knowledge” of market
participantsis not properly considered.

Joint Consumer Advocates argue that the PIM Operating Agreement must be revised
to allow voting representation of small consumersin the Members Committee. They add that
there are significant barriers for small retail customers to become voting members of PIM,
including the $5,000 annual membership fee and the liability a member assumes by being part
of alimited liability company. Joint Consumer Advocates also state that, as currently
structured, entities with primary interests other than those of the retail consumers are
permitted to vote in the End-Use sector of the Members Committee, which dilutes the vote
of theretail end-use customers. Specifically, they note that power marketers are included in
this sector, though their primary interests lie elsewhere. Accordingly, they argue that the
Commission should require PIM to tighten the definition of entities eligible to participatein
the End-Use sector to those whose primary interest is end-use.

3. PIM's Response

Initsanswer, PIM states that the issue of small end-use customer voting rights was
rejected by the PIM Members Committee and is now before the PIM Board. In addition,
PIM suggests that the Commission not address revisions to membership on the Reliability
Committee, arguing that a PIM stakeholder group is broadly looking at future rules for
installed generating capacity and that the governance issue should be reviewed in this context.

4. Discussion

Order No. 2000 establishes the following independence requirement:

130rder No. 2000 at 31,061.
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The[RTO] must be independent of any market participant. The [RTO] must
include, as part of its demonstration of independence, a demonstration that it
meetsthefollowing: (i) The [RTO], its employees, and any non-stakeholder
directors must not have financial interestsin any market participant. (ii) The
[RTO] must have a decision making process that is independent of control by
any market participant or class of participants. (iii) The [RTO] must have
exclusive and independent authority under section 205 of the Federal Power
Act . . . to propose rates, terms and conditions of transmission service. . .[*]

In most respects, PIM's existing design complies with this characteristic. PIM's
design for its existing | SO was founded on independence from market participants. PIM's
Board was structured to be independent of control by any market participant.® In many aress,
PJM's Board has independent authority to make changes in itstariffs and market rules.
However, as noted by the intervenors, the PIM Board does not have such independent
authority with regard to matters that are governed by the RAA. Theseinclude setting the
forecast pool requirements for a planning period, the charges for capacity deficiencies, and
the allowable levels of active load management for a party and for the PIM control area.

1418 C.F.R. § 35.34(j)(1) (2000).

BWe reject William's generic criticism that stakeholders should be allowed on RTO
governing boards. Order No. 2000 indicated the acceptability of non-stakeholder board
proposals based on our experience with |SOs. Order No. 2000, at 31,074. See also
GridFloridaLLC, etd., 94 FERC 161,020 at 61,046 (2001) (GridFloridal).

Further, we deny the protests regarding the membership fees. In Pennsylvania-New
Jersey-Maryland Interconnection, 81 FERC 161,257 at 62,265 (1997), reh'g denied, 92
FERC 161,282 (2000) (PJM), the Commission found that the proposed $1,500 application
and the $5,000 annual membership fee were not excessive nor would the fees preclude
residential and small industrial customers from joining the ISO. The Commission agreed that
some small feeisrequired to ensure that applicants have afinancia interest in the 1SO, and
that nothing precludes a group of residential customers from establishing an organization (or
designating an agent) that could pay the application fee and associated annual dues and
represent their collective interest on the Members Committee. Sincethen, on April 13,
2001, in Docket No. ER01-1372-000, we accepted changes to PIM's Operating Agreement.
The changes allowed state consumer advocates to join the PIM Members Committee as
voting members and reduced the annual membership fees to state consumer advocates to
$500.
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We agree with intervenors that allowing the L SEs rather than PIM to set the region-
wide capacity reserve requirements isinconsistent with Order No. 2000.1° Under the RTO
proposal, the PIM Board is independent of market participants, while the L SEs are market
participants. However, through the RAA, the LSEs are given the exclusive responsibility of
setting reliability requirements and penalties that affect the energy markets administered by
PIM. For example, the current capacity resource obligations and capacity deficiency
charges, which are intended to ensure the reliability of PIM's markets are set exclusively by
the LSEs under the RAA. To comply with Order No. 2000, the PIM Board must have the
exclusive authority to propose changes to these reliability requirements under section 205 of
the FPA.1” The Reliability Committee may continueto play arolein setting these reliability
requirements. However, that role should be an advisory role to the PIM Board, rather than
the current decisiona role. Additionally, PIM should review the membership on the
Reliability Committee to study the feasibility of expanding membership to more market
participants. PIM must address these changes to the RAA and the Reliability Committeein
its compliance filing.

RTO Characteristic No. 2: Scope and Regional Configuration

The RTO must serve an appropriate region.

1. PIM's Proposal

PIM asserts that its size permitsit to effectively perform the required functions of an
RTO and to support efficient and nondiscriminatory power markets. However, PIM states
that, whileits current size qualifiesit for approval asan RTO, this does not mean that its
current sizeis beyond modification.®

PJM points to a plethora of factors which it suggests are indicative of its being of
sufficient scopein its current form: it isthe largest centrally dispatched control areain the
nation (and third largest in the world) covering all or part of five states plus the District of
Columbia (an area containing a population totaling 23 million people) with 58,000 MW of

16This limited finding is not intended to intrude upon the states' traditional rolein
setting generation reserve requirements for load serving entities, e.g., maintenance of
specific reserve requirements.

17see for example the complaint filed by PIM in Docket No. EL01-63-000. In this
docket, PIM hasfiled a complaint to amend the RAA provisions regarding capacity resources
and capacity deficiency charges. It iscontrary to the basic principles of Order No. 2000 for
an RTO to haveto file asection 206 complaint to reviseitsreliability criteria

18pJM's Order No. 2000 compliancefiling at p. 21.
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generation and a peak load in 1999 of 51,700 MW, 8,000 miles of high voltage transmission
lines, and over 180 members. PIM notes that these figures represent 7.5% of U.S. peak load,
7.4% of U.S. energy, 7.8% of U.S. capability, and 8.7% of U.S. population. It addsthat its
control areaincludes all of the Mid-Atlantic Area Council (MAAC) reliability region.
Further, PIM notesthat, by virtue of its 1SO status, it already has in place Commission-
approved measures to adequately address within its borders ATC, loop flow, transmission
congestion management, rate pancaking, improving operations, and planning and coordinating
transmission expansion.

PJIM also claimsthat its scope recognizes trading patterns since it encompasses the
historical boundaries of athe tight power pool from which it evolved. It notes that during
1999 it had 180 members, over 350 million MWH of transmission service requests, 120
million MWH of scheduled energy transactions, and interconnection requests of 39,000
MW. PJM hasan installed capacity of 58,000 MW.

In addition, PIM notes that its recently proposed aliance with Allegheny Power would
extend PIM’ s energy markets, congestion management, and single transmission tariff to
include Allegheny Power's transmission system under PIM West. PIM also statesthat it is
open to considering expansionsto its control area, new multiple control area arrangements,
or “strategic alignments” with other RTOs.

In addition, PIM states that a memorandum of understanding (MOU) with the NY SO,
SO New England, and Ontario’ s Independent Electricity Market Operator represents a
vehicle for addressing various seamsissues. PIM statesthat it is committed to speeding the
evolution towards seamless management of transmission and generation marketsin the
Northeast and beyond. PIM addsthat it will file areport on the MOU every six months.

2. Intervenors Comments

Numerous intervenorsinsist that PIM's scope, coupled with itsinterregional
coordination, isinsufficient. The majority of intervenors express extreme displeasure at the
slow pace of, and lack of, results from the MOU process and are adamant that asingle
northeast RTO, which would include NY1SO and SO New England, is necessary to meet the
Order No. 2000 requirements with respect to scope.r® While afew intervenorsinclude
cursory statements in support of PIM's scope, even they advocate that, at a minimum, the

®Duke, Enron, Industrial Consumers, MAPSA, Reliant, Shell, Southern Generators,
and Williams.
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existence of asingle northeastern market requires Commission intervention to achieve
greater coordination between the existing 1 SOs.°

Industrial Customers note that PIM has not changed its borders for decades and that,
while that configuration may have made sensein the “horse and buggy” days, it is now too
small. Duke assertsthat PIM has neither explained its conclusion that its current sizeis
acceptable nor hasit explained why the appropriate size for an RTO is not the entire
Northeast, or perhaps the entire Eastern Interconnection. Williams pointsto the physical
flows and existing markets as demanding a single Northeast RTO and requests that the
Commission reconsider its earlier position against developing and establishing RTO
configurations and boundaries. Enron suggests that the magnitude of PIM's imports
(22,600,000 MWH) and exports of (18,400,000 MWH) is evidence that PIM isonly a part
of alarger, highly interconnected area of established trading patterns.

Reliant notes that the Commission should, at a minimum, order PIM, along with
NYI1SO and SO New England, to explain why amerger of the three ISOsis not being
proposed. Similarly, Industrial Consumers state that the Commission should set a milestone
date by which the three 1 SOs should achieve seamless coordination or show cause why they
should not be merged. Shell would require details regarding a proposed single RTO which
would aso include Allegheny Power and Alliance.

Southern Generators assert that PIM's willingness to undertake a “ strategic alignment”
with other RTOs as a means towards expansion is insufficient and the Commission must
combine the three 1SOs using the proposed PIM West single market/multiple control area
model. Southern Generators suggest that PIM be the starting point for the larger RTO asits
markets are larger and more successful than thosein NY1SO and | SO New England, it has
“off-the-shelf" software, the governance process has been more harmonious, and the PIM
|eadership operates markets without favoring demand over supply. Southern Generators
pointsto avariety of benefits of asingle RTO including: consistent market rules, one
bureaucracy, more balanced governance (if the PIM model is used), increased liquidity of
bid-based markets, consistent congestion management, standardized interconnection
policies, uniform demand-side response programs, and reserve sharing.

Enron states in its motion to appoint a settlement judge that the Northeast should be
one RTO, not three. Enron believesthat a settlement judge is needed to develop milestones
for achieving the various steps needed for unification of the three Northeast 1SOs. If the
three RTO proposals are accepted, Enron states that they should only be accepted on
condition that they unite promptly, no later than Fall 2002. Various partiesfiled answers and
comments either in support or in opposition to Enron's protest and motion.

20HQUS, Morgan Stanley, and Ontario Power.
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3. PIM's Response

Initsanswer, PIM reiterates that its current scopeis sufficient, it is expanding to the
west by its addition of Allegheny Power and, possibly, Duquesne under PIM West, and that it
Is“strongly committed” to interregional coordination. PIM opposes Enron's comments that
it does not qualify asan RTO, and encourages the Commission not to delay approval of PIM'
request for RTO status. PIM does not object to Enron's suggestion that the Commission
institute additional processes to facilitate discussions among the three Northeast 1 SOs and
Interested market participants.

4. Discussion

The existence of three separate 1SOs in the Northeast with three sets of rules and
structures has resulted in a balkanized market that does not encourage trade across the seams
or increase efficiencies over and above the tight power pool structure that predated the | SOs.
Worse still, absent a course correction, this fragmented market may continue for yearsto
come. We conclude that although the three Northeastern 1 SOs have some similar features,
they are not sufficiently compatible to permit market participantsto fully exploit efficient
trading opportunities necessary to achieve a competitive bulk power market in the Northeast
region. Thus, wewill not permit three RTOs in the Northeast. At a minimum, we conclude
that a competitive bulk power market in the Northeast requires aunified approach to RTO
formation.

Therefore, we believeit is not reasonabl e for the three | SOs to continue to spend
considerable time and money to refine their own separate structures. Rather, we find that it
is more effective to devote the resources of all market segmentstoasingle RTO, which
would prevent the possibility of continued internal changes by 1SOs that do not enhance, and
may hinder, efficient trade across the Northeast.

The Commission finds that PIM's RTO proposal, while not ideal with respect to scope
and regional configuration, represents agood first step toward the creation of an RTO in the
Northeast region. PIM's RTO proposal can serve as aplatform for the formation of one RTO
in the Northeast, since we are contemporaneously denying 1SO New England'sand NY1SO's
Order No. 2000 compliance filings?t We will provisionally accept PIM's scope as a starting
point, and we strongly encourage formation of one Northeast RTO encompassing PIM,
NYISO, and ISO New England. Along these lines, we encourage the three 1SOs to look at the
best practicesin all three 1SOsto develop market rules for a Northeast RTO. Whilewe
would expect that PIM will be the platform for forming asingle Northeast RTO, we also

211SO New England Inc., et d., Docket No. RT01-86-000, and New Y ork Independent
System Operator, Inc., et d., Docket No. RT01-95-000 both filed on  January 16, 2001.
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would expect the RTO proposal to incorporate the best practices of the NY SO and SO New
England.

We also emphasize that PIM should continue to expand in the region in addition to the
potential addition of Allegheny Power and Duquesne as PIM West. Expansion to the west, to
the north to include NY 1SO and 1SO New England, and with other public power entities and
other regional entities who submitted RTO filings with the Commission would enhance the
scope and configuration of PIM and increase the RTO'simportance in the region. Further,
the existing MOU, while a promising and beneficial approach to resolving regional issues, is
insufficient to be considered a sufficiently strong cooperative agreement with neighboring
RTOswhich would create a*“ seamlesstrading area.” The MOU initiative cannot be
considered the practical equivalent of eliminating the seams between the three 1SOs as would
occur by forming alarger RTO, since it does not result in anything resembling asingle
Northeast market.?? Additionally, the MOU process has resulted in missed deadlines and few
significant solutions that address the seams issues and market design differences between the
three Northeast 1SOs. While PIM was involved in the MOU process, PIM needsto
participate fully in discussions between the three Northeast | SOs on forming asingle
Northeast RTO. PIM must be open to changes and improvements suggested by others.

In consideration of the above, we conclude that while PIM's proposed scope and
configuration are provisionally consistent with Order No. 2000, it represents only afirst
step, a platform which must be built upon. The Commission concludes that, while the scope
and regional configuration of the proposed Northeastern RTOs either are provisionally
consistent with Order No. 2000 or do not meet Order No. 2000's scope characteristic, in
order to successfully address seams issues among the three existing Northeast | SOs and
establish efficient marketsin the Northeast, it is necessary that all four entities combine to
formasingle RTO. To facilitate this, we are issuing concurrent with this order, a separate
order that directs the partiesin this proceeding and the parties in the proceedings in Docket
Nos. RT01-86-000 (New England), RT01-95-000 (New Y ork) and RT01-98-000 and RTO1-
10-000 (PIM West), to participate in settlement discussions for 45 days before a mediator
and appropriate consultants to assist and provide advice during the mediation.?® The order
directing mediation requires the mediator to file areport within 10 days after that 45-day
period, which isto include the parties agreement to create asingle Northeastern RTO,
milestones for completion of intermediate steps and a deadline for submitting the joint
proposal. Weintend to review the report and issue a subsequent order.

2\\e do acknowledge and encourage | SO New England's proposal to adopt the PIM
market model.

23See order issued concurrently in Docket No. RT01-99-000.
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We encourage the state commissions to participate in these efforts.  Similarly, we
encourage Canadian entities that are part of the Northeast Power Coordinating Council to
participate in the discussions to the extent consistent with their status as subjects of a
foreign, sovereign nation.

RTO Characteristic No. 3: Operational Authority

The RTO must have operational authority for al transmission under its control.

1. PIM's Proposal

PIM notes that, as an I SO operating all transmission systems within its contiguous
control area, PIM already meets this requirement by performing the following functions per
Order No. 2000: PJM statesthat it has operational authority for all transmission facilities
under its control and is the security coordinator for its region; performs load-flow stability
studies to anticipate, identify and address security problems; exchanges security information
with local and regional entities; monitors real-time operating characteristics such as the
availability of reserves, actual power flows, interchanges schedules, system frequency and
generation adequacy; and directs actions to maintain reliability, including firm load shedding.
PIM also states that its scope of operational authority includes the directing of switching of
transmission elementsinto and out of operation in the transmission system, monitoring and
controlling real and reactive power flows, monitoring and controlling voltage levels, and
scheduling and operating reactive resources.

In addition, PIM states that it has clear authority to direct all actions that affect
facilities under its control. PIM explainsthat it does this not through physical control of the
grid, but through a central control center that provides explicit operating instructions to local
control centers operated by PIM members as permitted by Order No. 2000. PIM uses an
exchange of data between the centersto direct members in support of PIM functions
including transmission and generation scheduling, energy management services, transmission
and generation maintenance and coordination and other functions. PIM states that it provides
extensive training for both the central and local system operators. Only certain low voltage
facilities are not directly monitored by PIM; however, PIM is still responsible for
scheduling transmission across the lines and coordinating secure operation of the lines.

2. Intervenors Comments

American Forest raises concerns about operational control over customer-owned, on-
site generators connected to the RTO grid. It suggeststhat industrial generation that is a by-
product of an industrial process should not be treated the same as merchant generation
capacity in that the industrial process generator must only be dispatched if the
interconnection agreement permitsit and must retain control over planned outage schedules.
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3. Discussion

We agree with PIM that, by virtue of its operation of a contiguous control area, PIM
aready meetsthis RTO characteristic. With respect to American Forest's concerns, thisis
not an issue raised by PIM's RTO proposal since PIM proposes no changesto its procedures
on this characteristic. We believe thisissue would be better addressed in a separate
proceeding.?*

RTO Characteristic No. 4: Short-Term Reliability

The RTO must have exclusive authority for maintaining the short-term reliability of the arid
that it operates.

1. PIM's Proposal

PJM states that its existing operations meets the criteriafor short-term reliability.
PJM has exclusive authority for maintaining the short-term reliability of the grid that it
operates. PIM operates asingle control areaand it conducts all interchange scheduling for
itsregion. PIM hasthe right to order the redispatch of any generator connected to the
transmission facilitiesit operates if necessary for the reliable operation of the transmission
system. PJM also has the authority to adjust the output of pool scheduled resource

24|_ikewise, intervenors have raised numerous other issues that would be better
addressed in separate proceedings. Theseissuesinclude: Easton's request for clarification
whether the costs of its transmission facilities may be included under the PIM OATT; Shell's
request to eliminate, and MAPSA's request to have the PIM market monitor study the
reasonabl eness of, the installed capacity requirement and related deficiency charge; Dynegy's
request for clarification of sections 22.2 and 23.1 of thepro formatariff; EPSA's, Dynegy's
and Reliant's requests regarding expansion of the trading of fixed transmission rights (FTRS);
Reliant's request to revise the definition of market power; WA SA's request that the
Commission encourage coordination with state retail unbundling initiativesin PIM markets;
WASA'srequest for classification of transmission facilities; Calpine's request for
termination of capacity benefit margin (CBM) procedures;, American Wind's request for
streamlined procedures for interconnection requests for facilities under 10 MW; and
American Wind's request to allow unscheduled deliveries by intermittent generators on
PIM'stransmission system. These issues do not relate to whether PIM's RTO proposal
complieswith Order No. 2000 and, therefore, these issues are better addressed in other
proceedings.
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Increments as necessary to maintain reliability, to balance load and generation, and to
minimize unscheduled interchange not frequency related.

2. Discussion

PIM has clear authority over dispatch of generation within its control area and,
therefore, its existing operations meet this RTO characteristic.

V. RTO Functions

RTO Function No. 1: Tariff Administration and Design

The RTO must administer its own transmission tariff and employ atransmission pricing
system that will promote efficient use and expansion of transmission and generation
facilities.

1. PIM's Proposal

PJIM notes that its existing Operating Agreement and Transmission Owners
Agreement (TOA) specify that PIM will administer the Tariff. PIM asserts that this
responsibility includes the sole authority for the evaluation and approval of all requests for
transmission service including requests for new interconnection. Part IV of PIM's Tariff
describes the expansion and upgrade process for generation interconnections including the
rules for making an interconnection request, the various studies required to determine
necessary interconnection facilities, and cost responsibility for facilities and upgrades. The
Tariff describes how PIM manages this process with the support of the transmission owners
in performing the necessary feasibility and system impact studies. Interconnecting
generators or TOs may offer alternatives to PIM's determinations. If PIM does not adopt the
aternative, the interconnecting generator or TO may submit the alternative to ADR under
Article 12 of the Tariff. Lastly, PIM assertsthat its Tariff implements non-pancaked,
"license plate" rates for firm transmission service and, as aresult, transmission customers do
not pay multiple access charges.

2. Intervenors Comments

Numerous intervenors repeat many of the same concerns about PIM's policies and
procedures on generator interconnection that they voiced in earlier PIM 1SO filings. Asin
the past, many continue to express concerns that TOs have too much influence in the process,
and some, such as Shell, believe that entry of competitive generation is discouraged as a
consequence. Reliant, EPSA, Southern Energy and others continue to complain that TOs have
too much influence in setting priorities, determining the needed facilities, and assigning cost.
Many, such as Southern Energy, recommend, as they have previoudly, that PIM itself, outside
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consultants or an independent entity should control the process even though TOs may need to
beinvolved. Southern Energy notes that the NY1SO's process allows the devel oper to choose
who conducts the System Reliability Impact Study.

3. PIM's Response

In itsanswer, PIM contends that the only relevant question is whether PIM hasthe
authority to review and approve requests for new interconnections. PIM statesthat it clearly
has authority to review and approve requests for new interconnections under Commission-
approved tariff provisions. Additionally, PIM explainsthat, with 18 months of experience
implementing the interconnection procedures, it isimportant for PIM and market
participants to consider the lessons learned in the initial implementation of the procedures
and to evaluate opportunities for continued improvement. PJM asserts that this processis
best handled by the PIM stakeholders, not in abroad proceeding concerning PIM's status as
anRTO.

4. Discussion

Concern that TOs have too much influence in the generator interconnection process,
and that the TOs have the ability and the incentive to bias the processto favor their
competitive interests, especially since the TOs own significant amounts of generation in the
region, remains virtually universal among intervenors. Order No. 2000 emphasizes that
decision-making authority should rest with the RTO.?® Final decision-making authority is
not, however, enough to ensure that the process supports the competitive goals specified in
Order No. 2000.

We note that the proposed Tariff would give the TOs the responsibility to study the
need for Attachment Facilities and L ocal Upgrades while PIM would be responsible for
determining Network Upgrades. The TOs affected by a proposed interconnection would be
responsible for al estimates of costs and construction times required by Feasibility Studies,
System Impact Studies, and Facilities Studies, and for al determinations regarding
distribution facilities. We are concerned that the apparent widespread perception that the
processis not fair may be a deterrent to future expansion.

We conclude that efficient decision-making on investmentsin transmission facilities
requires that the entire interconnection process must be under the decisional control of the
RTO. PIM must be responsible for all aspects of the interconnection process. Customers
should deal with and sign interconnection and study agreements with PIM aone. To the
extent that PIM requires the expertise and services of the TOs or othersin providing

20Order No. 2000, at 31,108.
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Interconnection service, PIM may enter into appropriate contracts with such entities.
Additionally, the Commission intendsin the near future to evaluate the importance of
standardized interconnection procedures.

RTO Function No. 2: Congestion Management

The RTO must ensure the development and operation of market mechanisms to manage
transmission congestion. The RTO must satisfy the market mechanism requirement no later
than one year after it commencesinitial operation. However, it must have in place at the time
of initial operation an effective protocol for managing congestion.

1. PIM's Proposal

PIM proposes to satisfy this function by continuing with itslocational marginal prices
(LMPs)? and fixed transmission rights (FTRS) (i.e., financial rights)?” approach to pricing
transmission. PIM statesthat it already employs LMP combined with FTRs to manage
congestion. PIM notes that, consistent with Order No. 2000, PIM operates the market for
congestion management itself, independent of any control of, or affiliation with, any market
participant.

2. Intervenors Comments

The Pennsylvania Commission argues that PIM's congestion management provisions
provide no economic incentive for transmission ownersto relieve congestion except as
obligated pursuant to industry reliability security standards. MAPSA contends that PIM fails
to ensure the devel opment and operation of market mechanisms to manage and eliminate
transmission congestion, because the LM P method prices congestion but fails to manage
congestion in amanner that promotes the elimination of congestion through the
establishment of incentives to invest in new and expanded facilities. MAPSA also contends
that congestion management should not be along-term function of an RTO but should be a
vehicle to induce investment in new and expanded facilities.

American Wind asserts that wind generation, by definition, islimited to whereit can
locate and, therefore, is unaffected by price signals with respect to siting. American Wind

26| MPs are competitive energy prices determined at specific locations. The
difference between two LMPsisthe implicit congestion cost of moving power between
them. PIJM computes prices at each node, henceits LMPs are called nodal prices.

2’An FTR isacontractual right to congestion charge revenues. FTRs are assigned to
firm transmission service customers (network and point-to-point) under the PIM OATT.
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requests that PIM's planning include consideration of congestion management tools that will
result in encouraging wind development. Additionally, American Wind states that congestion
should be eliminated wherever possible through upgrades with the costs fairly allocated
among market participants. Further, American Wind argues that the Commission should
instruct PIM and other RTOs to investigate whether capacity that is not available on afirm
basis due to outage contingencies can be made available to wind and other intermittent
technologies on along-term, but non-firm basis.

Calpine acknowledges that the Commission prefers the LM P model for congestion
management, but argues that there are alternative methods and other more permanent
techniques which need to be fully deployed.

3. PIM's Response

Initsanswer, PIM contends that there is no basis for replacing PIM's LMP
mechanism, which is functioning well and which the Commission cited as the model for
congestion management in Order No. 2000, with new and completely untested mechanisms.
Moreover, PIM arguesthat it has analyzed the likely effects of aflowgate model in PIM
using two years of historical data and the costs of resolving congestion, instead of being
borne by the parties causing the congestion, would be socialized through uplift charges.

4. Discussion

PJM's congestion management proposal satisfies Order No. 2000's requirements. In
Order No. 2000, the Commission cited PIM and stated that markets based on LMP and
financial rights for firm service appear to provide a sound framework for efficient congestion
management.2® Asto Calpine's suggestion that the Commission should permit alternatives to
LMP, wereiterate that, while LMP is an acceptable approach, the Commission does not
prescribe any particular congestion management method. Order No. 2000 grants RTOs
considerable flexibility to propose a congestion pricing method that is best suited to each
RTO'sindividual circumstances. We will accept PIM's proposal here to continue LMP. We
note, however, varying congestion management systems within a natural regional energy
market such as the greater Northeast can operate as a barrier to entry to new market
participants. Thisiswhy itiscritical for the market participantsin the greater Northeast to
reach agreement on market rules.

Regarding the Pennsylvania Commission's concern that LM P does not provide an
economic incentive to transmission owners for transmission expansion, we are requiring
changesto PIM's planning and expansion proposal, described in alater section, that will

20rder No. 2000, at 31,126-27.
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addressthis concern. Currently, parties using congested transmission paths pay congestion
charges. Transmission customers using heavily congested paths who lack FTRs have an
incentive to propose and offer to finance transmission expansions, in order to acquire FTRs
and avoid future congestion charges. However, parties holding existing FTRs, including
transmission owners who are L SEs, may not have a strong incentive to expand transmission
capacity, because expansions could reduce the congestion revenues received by FTR holders.
Asexplained more fully later, transmission owners currently have too large arolein planning
and expansion decisions and we will eliminate this preferential role. We also will require
that PIM have the ultimate responsibility for developing plans and conducting the studies that
are currently the responsibility of the transmission owners. In addition, we will allow third
parties to construct and own new transmission facilities.

In response to MAPSA's concern regarding the long-term management of congestion,
the Commission did not state, in Order No. 2000, that managing congestion would be a short-
term function. The Commission agreed with intervenors that managing congestion using
market mechanismsis superior to the use of administrative curtailment procedures or other
approaches because it takes into account the relative value of the transactions that are
curtailed and those allowed to go forward.

With respect to American Wind's concerns relating to the physical placement of its
wind generators and its ability to obtain transmission service, Order No. 2000 does not
require PIM to ensure that its congestion management plan includes strategies that will
encourage development of renewable resources. Further, Order No. 2000 does not require
PIM to modify its OATT to provide non-firm service of capacity associated with outage
contingencies. However, PIM's pro forma Tariff provides flexibility for various types of
non-firm service arrangements (e.g., hourly or monthly), which may accommodate
intermittent wind generation. While the Commission recognizes that the intermittent service
American Wind seeks may be feasible, we are not making afinding whether long-term non-
firm service needed by American Wind is possible on PIM's transmission system.

RTO Function No. 3: Parallel Path Flow

The RTO must develop and implement procedures to address parallel path flow issues within
its region and with other regions. The RTO must satisfy this requirement with respect to
coordination with other regions no later than three years after it commences initial operation.

1. PIM's Proposa

PIM states that because it operates alarge, single control areawith free flowing ties
between the individual transmission owners' systems throughout the control area, it
internalizes parallel flows from all transactions between companiesin the PIM region. PIM
assertsthat it isin the process of addressing parallel path flow issues with other regions,
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prior to the Commission's three year deadline. For example, PIM is part of the Lake Erie
Security Process Working Group that addresses the circulating flows around Lake Erie?®
Further, PIM points out that in 1985 PIM and the New Y ork Power Pool (its successor,
NY1SO) entered into a Commission-approved agreement to manage parallel path flows that
one party may experience because of the external purchases of the other party.*

2. Intervenors Comments

MAPSA argues that PIM relies on prior developments to demonstrate PIM's
compliance with Order No. 2000. MAPSA states that the existing MOU provides only bleak
prospects for tangible results towards meeting this requirement. MAPSA further states that
the Commission should require PIM to submit a detailed plan produced by the MOU process
that provides evidence necessary to demonstrate that PIM meets this requirement of Order
No. 2000.

3. Discussion

PIM statesit is actively working to improve coordinated operations with other control
areas both independently and on agroup basis. We conclude that PIM's membership in
regional coordinating groups such as the Lake Erie Security Process Working Group and its
existing interconnection agreement with the NY SO, and its proposal to form PIM West are
first steps towards addressing parallel path flows issues with other regions. Additionaly,
PIM has existing unscheduled parallel flow interconnection agreements. Order No. 2000
requires that the RTO develop and implement procedures to address parallel path flows within
its region and with other regions no later than three years after it commencesinitial
operation.! We find that PJIM meets the minimum requirements of this function. However,
since PIM has not addressed how parallel flowswill be internalized within the Northeast
region and other regionsto the west and south, we will further review PIM's compliance with

29In North American Electric Reliability Council, 87 FERC {61,160 (1999), the
Commission generally accepted the Lake Erie Emergency Redispatch (LEER) procedures
and found that the LEER procedures are an additional measure that went beyond the
requirements of North American Electric Reliability Council, et d., 85 FERC 1 61,353
(1998). In Northeast Power Coordinating Council, 92 FERC {61,209 (2000), the
Commission approved the Northeast Power Coordinating Council's revisionsto its existing
LEER procedures for the Summer 2000 period. The objective of the LEER procedures are to
facilitate emergency redispatch among participating control areas surrounding Lake Erie to
avoid the curtailment of transmission service.

OPennsylvania-New Jersey-Maryland I nterconnection, 33 FERC 61,084 (1985).

310rder No. 2000, at 31,130.
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Order No. 2000's requirements when PIM submits additional procedures for addressing
these parallel flows. We expect parallel path flowsissuesin the Northeast region to be
addressed in the settlement discussions before the mediator relating to the formation of a
single RTO in the Northeast, and to be addressed in the mediator's report.

RTO Function No. 4: Ancillary Services

The RTO must serve as aprovider of last resort of all ancillary services required by Order
No. 888 and subsequent orders.

1. PIM's Proposal

PIM statesthat it currently hasin place al elements of thisrequirement. PIM also
states that its existing Tariff: requires PIM to be the provider of last resort for al required
ancillary services; allows transmission customers to acquire ancillary services from athird
party, or by self-supply; gives PIM the authority to decide the minimum required amounts of
ancillary services and the locations at which services must be provided; and establishes areal-
time balancing market, an interchange energy market, and provides energy imbalance and
operating reserves at market-based rates.

2. Intervenors Comments

MAPSA arguesthat PIM has not facilitated expansion of competition for ancillary
services, despite the fact PIM has unbundled the pricing for ancillary services. MAPSA also
argues that PIM should not beinvolved in generation-related markets. MAPSA believes that
PJM should not offer ancillary service because it is generation-related - not transmission-
related. In addition, MAPSA contends that since PIM has failed to promote the devel opment
of ancillary service markets, the Commission should require PIM to correct this market
deficiency.

3. Discussion

Wefind that PIM has all the elements to satisfy the requirements outlined in Order
No. 2000 for ancillary services. PIM's OATT provides the option for customers to self-
supply or acquire ancillary services from third parties as Order No. 2000 requires. In Order
No. 2000, the Commission determined that the RTO must have the authority to decide the
minimum amounts of each ancillary service and, if necessary, the locations at which these

32See, e.g., Schedules 1 through 6 and Attachment K of PIM's OATT.
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services must be provided.®® PIM has the authority to decide the minimum required amounts
of ancillary services and the locations at which the services must be provided. With respect
to MAPSA's argument that PIM should not be involved in the generation market, ancillary
services are apart of transmission service and we conclude that PIM offers these servicesin
amanner consistent with Order No. 2000. In responseto MAPSA's concerns regarding
competitive markets for ancillary services, the Commission clarified in Atlantic City
Electric Company, 86 FERC 161,248 (1999), that sellers (whether inside or outside the
PIM control area) who have authorization to sell energy and ancillary services at market-
based rates can submit offersto sell into PIM's energy market and ancillary services market.
Therefore, we find that PIM's ancillary service provisions complies with Order No. 2000's
requirements.

RTO Function No. 5: OASIS, Total Transmission Capability (TTC) and
Available Transmission Capability (ATC)

The RTO must be the single OASIS site administrator for all transmission facilities under its
control and independently calculate TTC and ATC.

1. PIM's Proposal

PIM statesthat it isthe single OA SIS site administrator for all transmission facilities
under its control. PIM notes that, to further the efficiency and ease of use of the OASIS site,
PJM began in 1999 to work on a proposed new Internet portal—the Market User
Interface—that will integrate the PIM markets and OA SIS into asingle, easy-to-use system.
PIM also states that PIM independently calculates ATC values based on data partially or
totally developed by PIM. Further, PIM contends that, because of PIM's responsibilities as
an 1SO, PIM possesses the data necessary to verify the information provided by the PIM
transmission ownersto calculate ATC and TTC. PIM notesthat it follows the principles
outlined by the North American Electric Reliability Council's (NERC) Transmission Transfer
Capability Task Force.

2. Intervenors Comments

Calpine states that there iswide latitude to update ATC postings within OASIS,
whereby the providers of transmission in avertically integrated utility can restrict
competition in certain transactions. According to Calpine, examples have occurred where
denials of firm service on a day-ahead or longer term basis (to support bilateral transactions)
occur because of insufficient ATC. Calpine arguesthat thislack of transparency exacerbates
market concentration.

330rder No. 2000, at 31,141.
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MAPSA arguesthat ATC and TTC datathat PIM will utilize to process and verify
information will not ensure coordinated and unbiased data that is required under Order No.
2000. MAPSA contends that the data may be available to PIM but there is no explanation of
how PIM will use the datato confirm the information obtained from the TOsto calculate
ATCand TTC. MAPSA aso argues that the Commission should require PIM to develop a
system to verify the data collected under the OATT and the Operating Agreement and
provided by TOsthat isused to calculate ATCand TTC.

3. Discussion

Order No. 2000 concluded that an RTO must be the single OASI S site administrator
for al transmission facilities under its control, and must calculate ATC values based on data
developed partialy or totally by the RTO.3* PIM's compliance filing, which is reflective of
its current operations, satisfiesthis RTO function. PIM isthe single OASIS site
administrator for all transmission facilities under its control and independently calculates
ATC and TTC based on data partialy or totally developed by PIM. Also relevant, PIM
maintains both generator and transmission outage schedules and thus can verify when
generating units or transmission facilities will be out of service*® Additionally, as PIM
explained initsfiling, it has real-time telemetry data and therefore is able to verify the actual
operation of the system. While Calpine claims that transmission providers restrict certain
transactions, it has not cited a specific example pertaining to PIM, and we will not consider
Calpine'sclaminthe abstract. Regarding MAPSA's argument, it is not clear how PIM
resolves disputes between information it gathers and information supplied by the TOs. We
direct PIM to clarify its procedures in its compliance filing.

RTO Function No. 6: Market Monitoring

To ensure that the RTO provides reliable, efficient and not unduly discriminatory
transmission service, the RTO must provide for objective monitoring of markets it operates
or administersto identify market design flaws, market power abuses and opportunities for
efficiency improvements, and propose appropriate actions.

1. PIM's Proposa

PJIM states that its market monitoring plan provides for amarket monitoring unit
(MMU) to independently and objectively monitor and report on the operation of the PIM
market. PIM notes that the PIM market is defined as the PIM Interchange Energy Market
together with all bilateral or other electric power and energy transactions, ancillary services

340Order No. 2000, at 31,144-45.

35See PIM's Operating Agreement, Schedule 1 § 1.9.1.
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transactions and transmission transactions within the PIM control area. PIM also notes that,
pursuant to the market monitoring plan, the MMU has the authority to recommend
modifications to the various PIM agreements, PIM manuals, or other rules, standards, or
practicesthat it believes are necessary as aresult of its monitoring activities. Additionally,
PIM asserts that the MMU is authorized to pursue corrective actions, including issuing
demand |etters.

PIM also explains that the market monitoring plan provides that the MMU shall
submit periodic reports concerning the state of competition within, and efficiency of, the
PIM Market to the PIM Board, the Commission, and to other authorized governmental
agencies, as appropriate. Finally, PIM states that consistent with Order No. 2000, the
MMU's primary source of information for conducting its monitoring activitiesisthe data and
information that is customarily gathered in the normal course of business of PIM, along with
other publicly available information available to the market monitoring unit.

2. Intervenors Comments

WASA urges the Commission to direct parties to examine PIM's structure and
procedures to ensure that they encourage the use of forward markets and bilateral contracts
and discourage undue reliance on the real time energy markets, except for balancing
pUrposes.

Several intervenors raise concerns regarding the role of aMMU under an RTO. EPSA
asserts that the Commission should establish aregional, independent cross-RTO monitoring
organization that ssimply gathers data with no enforcement powers. The New Y ork
Commission argues that once the markets have matured and become workably competitive, it
may be appropriate to limit the MMU function to oversight of the RTOs and the markets, with
allegations of market power abuse considered under the anti-trust laws by other authorities.

Southern Energy and DEMEC raise concerns regarding who should perform market
monitoring. Southern Energy argues that the market monitoring function should be
performed by an outside market power advisor truly independent from the RTO that it
monitors. Likewise, DEMEC suggests that the effectiveness of the MMU would be improved
by making it independent, not only of the PIM members, but of PIM itself.

Some intervenors argue that PIM has failed to appropriately monitor market activities
withinitsregion. Shell is concerned that, although the PIM MMU is doing agood job
regarding market monitoring, it appearsto have forgotten its affirmative obligation to detect
and propose appropriate actions regarding market design and efficiency improvements.
DEMEC contends that, to date, PIM has made only one market monitoring report, which fails
to provide any explanation for high prices and price spikes, and the apparent reduction of
competition, in the PIM system area.
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3. PIM's Response

PIM responds that, while some parties suggest that the MMU should be independent
of PIM, they present no evidence that the current staffing of the MMU with PIM employees
Is creating any problems or affecting market monitoring. PIM asserts that the MMU has
been effective and independent, and has provided reports on the energy, capacity, FTR, and
ancillary services markets. In addition, PIM contends that the MMU has identified market
defects and abusive conduct, |eading to Commission approved changesto PIM's market rules.

4. Discussion

Order No. 2000 requires market monitoring plans to be designed to ensure that there
IS objective information about the markets that the RTO operates or administers and avehicle
to propose appropriate action regarding any improvements needed, market design flaws, or
market power. 3 PIM's MMU investigates and monitors activities of market participants,
including PIM members. The MMU's responsibilitiesinclude monitoring issuesrelated to
transmission congestion pricing, exercise of market power, design flawsin the operating
rules, and structural problemsin the PIM market. PIM has submitted reports on the energy,
capacity, FTR and ancillary service markets. Asto intervenors complaint that PIM's MMU
has failed to investigate market activities within its region, we note that the MMU has
identified market flaws leading to remedies approved by the Commission.®” We conclude
that PIM's MMU satisfies Order No. 2000 criteria, with the one modification discussed
below.

Order No. 2000 states that penalties and sanctions may be appropriate for certain
actions and any proposed sanctions or penalties must be clearly identified in the market
monitoring plan, aswell as the specific conduct to which they would be applied, the rationale
to support the sanctions and an explanation as to how they would be applied.*® Order No.
2000 did not require, however, that the market monitor have the authority to impose penalties
and sanctions>® Thus, while intervenors argue that PIM's MMU must have mitigation
authority, i.e., the ability to impose sanctions, thisis not arequired element of a market
monitoring plan. Rather, consistent with Order No. 2000, PIM's proposal authorizes the
market monitor to recommend changesto PIM's OATT and the Operating Agreement and

30rder No. 2000, at 31,156.
37 See PIM Interconnection L.L.C., 92 FERC { 61,013 (2000).
30rder No. 2000, at 31,156.

395ee also GridSouth, 94 FERC at 62,006.
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Issue demand |l etters requesting that a market participant discontinue activitiesthe MMU
believes violates the PIM market rules, Tariff and other PIM agreements.

Certain intervenors contend that PIM should have an outside market power advisor
that isindependent from the RTO. Order No. 2000 permits, but does not require, the market
monitor to be outside of the RTO. The Commission has the statutory responsibility to ensure
that public utilities selling in competitive bulk power markets do not engage in market power
abuse and also to ensure that markets within the Commission's jurisdiction are free of design
flaws and market power abuse. To that end, the Commission will expect to receive the
reports and analyses of an RTO's market monitor at the same time they are submitted to the
RTO.* The Commission intends to work with the market monitor to ensure that markets are
functional and free of abuse or design flaws. Additionally, the Commission stated in Order
No. 2000 that it would periodically assess the need for, and the degree of market monitoring
that should be done. In this proceeding, we accept PIM's market monitoring plan with the
change required above and the understanding that the Commission will periodically assess the
need for, and degree of market monitoring; and hereby reserve our authority to issue a
supplemental order regarding market monitoring.

RTO Function No. 7: Planning and Expansion

The RTO must be responsible for planning and for directing or arranging necessary
transmission expansions, additions and upgrades that will enable it to provide efficient,
reliable and non-discriminatory transmission service and coordinate such efforts with the
appropriate state authorities. If the RTO isunable to satisfy this requirement when it
commences operations, it must file with the Commission a plan with specified milestones
that will ensure that it meets this requirement no later than three years after initial operation.

1. PIM's Proposal

PIM proposesto satisfy the planning and expansion function by maintaining its
responsibilities under Schedule 6 of its Operating Agreement that describesits Regional
Transmission Expansion Planning Protocol (RTEPP). Schedule 6 explains how the 1ISO
currently identifies transmission expansion projects that conform with NERC'sand MAAC's
reliability criteriawith the PIM Board having final approval of the plan. Two committees
assist PIM in the development of the regional plan, an Advisory Committee and a Planning
Committee. PIM consults with the Advisory Committee on issues such as the proper scope,
assumptions, and procedures for various expansion studies. The TOs supply representatives
to the Planning Committee and any needed data and analyses, although the PIM Board makes
the final decisions on what projects to includein the plan. Schedule 6 also identifies the

40california Independent System Operator Corporation, 86 FERC 61,059 (1999).
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TO(s) responsible for constructing specific facilities and how cost responsibility isto be
shared among them. The TOswho disagree with any aspect of the plan or cost recovery may
require that disputes and alternatives be submitted to Alternative Dispute Resolution (ADR).

PIM contends that its proposal satisfies the Commission's three RTO requirements
for planning and expansion. First, PIM contends that it satisfies market-motivated operating
and investment actions for managing congestion because generators decisions of where to
locate reflect market-determined congestion information in LMPs. Interconnection
procedures also assign incremental FTRs to generators that pay to upgrade the system.
Second, PIM states that it iswilling to accommodate efforts by state regulatory
commissions to create multi-state agreements, but thus far, the commissionsin PIM's
control area have no such plans. Inthe meantime, PIM has entered into a Memorandum of
Understanding with the states and the District of Columbiato establish amutually agreed
upon protocol and organizational structure for cooperation. Third, PIM states that its RTEPP
and interconnection procedures are in place and functioning well.

2. Intervenors Comments

Several intervenors contend that transmission planning and expansionsin PIM have
been inadequate to support devel oping competition. For example, the Pennsylvania
Commission and the MAPSA complain that, although LMP may price congestion efficiently,
it has not produced the needed expansions and upgrades. Others, such as Joint Consumer
Advocates, note that no single document constitutes the Regional Transmission Expansion
Plan (RTEP) making it difficult for anyone to identify specific projectsincluded in the plan.
TransEnergie objects that third parties are excluded from building and owning transmission
facilitiesidentified in the plan.

3. Discussion

With the modifications discussed below, we find that PIM's transmission planning and
expansion provisions will meet the Commission's requirements outlined in Order No. 2000.
We emphasize that RTO regional transmission expansion plans must be more than a
collection of traditional expansion plans developed by individual TOs and assembled by the
RTO after confirming that they serve reliability needs. Three aspects of Schedule 6 of PIM's
Operating Agreement do not fully satisfy our RTO objectives and must be modified as
described below.

First, Schedule 6 emphasizes that the plan "is assessed on the basis of maintaining the
PIM Control Areasreliability in an economic and environmentally acceptable manner.”
Although thisis an important objective, the focus of an RTO regional plan that supports the
development of acompetitive bulk power market must be broader. Aswe noted in
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GridFloridall,** planning protocols must fully explain how the RTO "will pursue
infrastructure investment that will make generation markets more competitive." This means
that the planning process should al so focus on identifying projects that expand trading
opportunities, better integrate the grid, and alleviate congestion that may enhance generator
market power. The PIM SO planning process appears to be driven more by the particular
needs of TOsin serving their traditional retail customers than in fostering competitive
markets. Consequently, we will require PIM to modify Schedule 6 to specify an RTO
planning process that gives full consideration to all market perspectives and identifies
expansions that are critically needed to support competition aswell asreliability needs.

Second, Schedule 6 details asignificant role for TOs in the planning process as
members of the Planning Committee, which appears to conduct all the required analyses.
However, Schedule 6 provides little opportunity for comparable involvement of other parties.
If invited, others may participate in the Advisory Committee, which provides "input to the
development of the Regional Transmission Expansion Plan.” Although the Board has final
approval of the plan, it appears that the Board has an opportunity to review only those projects
that survive a study process significantly influenced by TOs. The RTO planning process must
include meaningful participation by third parties, and provide al interested parties an
opportunity to participate, however PIM must ultimately be responsible for devel oping the
plan and conducting the studies and analyses that are currently the responsibility of the TOs.
Also, aswe emphasized in GridFlorida |1,*? the process must be transparent with respect to
the RTO'sfinal plans, so that all market participants will have confidence that the processis
fair and efficient. Regional transmission expansion plans must be more than the compilation
of traditional, reliability-focused TO expansion plans. Details of the plan's projects must be
readily accessibleto all market participants.

Finally, we agree with TransEnergie that the RTEPP appears to limit construction and
ownership of new transmission facilities identified by the plan to TOs only, although
merchant projects are not precluded. We find that the principle of third-party participation is
an important one even though we recognize practical obstacles may prevent third parties from
competing effectively with incumbent TOs, at least in the short-run. For example, obtaining
rights-of-way under eminent domain authority may not be possible for some third parties.
Nevertheless, we find that our long term competitive goals are better served by RTO
expansion plansthat allow for third party participation aswell as permit merchant projects
outside the plan. PIM must revise Schedule 6 to include in its process that third parties may
participate in constructing and owning new transmission facilities identified by the plan.
Third party construction and ownership of new facilitiesis needed because of PIM's
proposed RTO structure allows the TOs, as market participants, to have rights not available to

“GridFloridaLLC, 94 FERC 61,363 at 62,367 (2001) (GridFloridall).

4294 FERC, at 62,367.
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other parties. We expect these planning and expansion issues in PIM and similarly in the
Northeast region to be addressed in the settlement discussions before the mediator relating
to the formation of asingle RTO in the Northeast, and to be addressed in the mediator's
report.

RTO Function No. 8: Interregional Coordination

The RTO must ensure the integration of reliability practices within an interconnection and
market interface practices among regions.

1. PIM's Proposal

PIM notes that the formation of PIM West with a single marketplace overlaying
multiple control areas, will represent a significant solution of PIM's seams issues to the
west. PIM asserts that there are some impediments to interregional coordination that arise
from the status of the Commission's actions regarding other ISOsand RTOs. For example,
PIM contends that the Commission has not imposed upon | SO New England the same non-
stakeholder board independence requirements that exist for PIM.

Additionally, PIM notes that, to facilitate the extension of PIM's market rules across
seams, PIM recently created a new subsidiary, PIM Technologies, to provide its market rules
and related software to other RTOs. PIM explainsthat PIM is actively participating in
resolving interregional coordination issues with other | SOs under the MOU with the other
Northeast ISOs. PIM notes that, among other things, the MOU established five working
groups™ to address interregional coordination issues and developed an Internet site,
WWW.iSOMOU.CoM.

PIM points out that the Planning Working Group is addressing the complex issues of
how to (1) impose obligations on generation projects connecting to a neighboring system and

3 The five working groups are: Operations, Planning, Business Practices,
Communications, and Information Technology.
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(2) manage milestone requirements and the rights of project developersin multiple ISO
interconnection queues. PIM states that the Planning Working Group is holding stakehol der
sessions on capacity adequacy planning; and developing procedures to expand transmission
system capability for both reliability and economic purposes.

2. Intervenors Comments

Several intervenors contend that, if the significant seamsissues are to be solved, PIM
must merge with NY1SO and SO New England. Intervenors also argue that the current MOU
process has not produced sufficient resultsto rely on this effort as the sole means of
addressing seamsissues. Industrial Consumers argue that the Commission must insist that
PIM do more to reach out to Alliance and GridSouth and should impose corresponding
obligations on GridSouth and Alliance. Similarly, Buckeye arguesthat if Allegheny Power
joins PIM there will be atransmission "seam"” in eastern Ohio between the Alliance Regional
Transmission Organization and PIM and a second seam in western Alliance RTO and the
Midwest ISO. Moreover, Buckeye also argues that transmission rate pancaking is certain
under PIM's RTO filing. Industrial Consumers request that the Commission convene a
technical conference to develop atemplate for interregional coordination compliance.

3. Discussion

In Order No. 2000-A, the Commission noted that we expect partiesto utilize the
collaborative process to discuss interregional coordination issues* With regard to issues
raised concerning the combining of PIM together with NY SO and 1SO New England, and
seamsissuesin the Northeast region, these issues have been addressed in the Scope and
Regional Configuration section of thisorder.

Order No. 2000 requires an RTO to develop mechanismsto coordinate its activities
with other regions regardless of whether or not an RTO existsin these other regions® In
addition, Order No. 2000 statesthat if it is not possible to coordinate mechanisms at the time
an RTO proposal isfiled, the RTO must propose reporting requirements, including a schedule
and provide follow-up details as to how it is meeting the coordination requirements of this
function.*

#“0rder No. 2000-A, at 31,382.
“Order No. 2000, at 31,167.

g,
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Aswe explained in GridSouth,* the interregional coordination function of Order No.
2000 has two aspects: the integration of reliability practices and the integration of market
interface practices. PIM's proposal to form PIM West is a step towards ensuring the
integration of reliability practices to the west. However, PIM has not yet developed a
schedule with other transmission systems contiguous to PIM's facilities such as Alliance to
address seamsissues. To ensure the integration of reliability and market interface practices
to the south and west, it is necessary that PIM coordinate transmission practices with these
entities. In GridFloridall,*® the Commission recognized the inherent difficultiesin
developing an interregional coordination arrangement involving various industry participants.
There, the Commission determined that GridFlorida must provide an updated status report of
its ongoing discussions (including a schedule of future meetings) and a schedule of future
reports describing the progress of coordination efforts and discussions. Therefore, we direct
PIM to work with Alliance and GridSouth to resolve seams issues to the west and south and
require PIM to file reports with milestones for resolving these seams issues within 60 days
of the date of this order. These reports should include updated status report of its ongoing
discussions (including a schedule of future meetings) and a schedul e of future reports
describing the progress of coordination efforts and discussions.

V. Other Requirements of Order No. 2000

Open Architecture

Any proposal to participate in an RTO must not contain any provision that would limit the
capability of the RTO to evolve in ways that would improve its efficiency, consistent with the
required characteristics and required functionsfor an RTO.

1. PIM's Proposal

PIM states that its existing Tariff agreements and other governing documents do not
limit the capability of the RTO to evolvein an efficient manner. PIM also statesthat it will
work with its members to ensure that PIM continues to be aleading RTO.

2. Intervenors Comments

Southern Energy notes that, given PIM's open architecture, integrating marketing
participants from the NY SO and SO New England into asingle Northeast RTO will not
present significant hurdles. In addition, HQUS asserts that the Commission should ensure

4794 FERC, at 62,011.

“894 FERC, at 62,368.
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that the structure and architecture of the PIM RTO encourages interregional coordination and
the expansion of RTOs to sufficient scope, including mergers of RTOs (e.g., PIM West).

3. Discussion

We conclude that PIM'stariffs, agreements and other governing contracts provide a
sound framework that will enable PIM to expand geographically and merge with other
markets in the Northeast region and to the West. For example, PIM has stated that it intends
to merge with Allegheny Power to form PIM West. Our review of these documents has not
identified any provisions that would discourage future growth. Therefore, we find that PIM's
open architecture does not limit its capability to work with various market participants and
stakeholders to ensure that PIM will continue to evolve with the changesin the electric
industry as Order No. 2000 requires

VI.  Transmission Enhancement Plan and Innovative Rate Proposal

1. Transmission Owners Proposa

In response to Order No. 2000's invitation to propose performance based rate
regulation (PBR) and innovative pricing, the PIM TOs, under section 205 of the FPA, filed a
Transmission Enhancement Plan (TEP) and innovative rate proposal to strengthen their
commitment to expand the grid in exchange for several regulatory considerations. PIM
submitted the TEP and innovative rate proposal on behalf of the TOs and statesthat it
generaly endorses the package. The filing describes the TEP and innovative rate proposal as
offering "to facilitate the construction of economic transmission enhancementsthat are
desired by market participants and are coordinated through the RTEP [Regional Transmission
Expansion Plan] process, but are not required by an approved RTEP."

The proposed TEP would require that the TOs begin construction activity on assigned
projects within a 90-day period. This commitment results from the TOs agreement to share
cost responsibility for certain projects regardless of where they are located. WWhen combined
with the fact that the TOs have already surrendered much of their ability to make independent
Investment decisions, they request: (1) amoratorium on changesto existing zonal rates
through December 31, 2004; (2) deferral of cost recovery for investments made during the
moratorium; (3) a 15-year depreciation rate for new transmission investments; and (4) arisk-
adjusted rate of return. The TOs emphasi ze that these four elements are essential to their
accepting the terms of the TEP which, in their view, increasestheir risk in investing in
transmission assets.

2. Intervenors Comments
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Intervenors generally do not support the TOs' proposed TEP and innovative rate
proposal. They include market participants from all groups, for example, the PIM Industrial
Customers, ODEC, Reliant, Shell, and the Maryland Commission. They urge the
Commission to reject the TEP sinceit is voluntary and not essential for RTO status. They
disagree that the TEP would result in more transmission capacity sooner. Intervenors object
to the proposed rate moratorium because it would delay implementation of a single pool-
wide rate for PIM. Furthermore, some believe current rates are outdated and are, therefore,
inappropriate price caps for amoratorium period. All intervenors object to the cost deferral
mechanism, some because they say it amountsto giving TOs a blank check for expansion
costs, and others because they say it is no more than an end run around the TOS' agreement to
aretall rate moratorium. Intervenors also argue that the proposed 15-year depreciation rate
for new transmission investments would unjustly reward the TOs for constructing facilities
they are already obligated to construct. None support giving the TOs a higher rate of return to
reflect greater risk posed by the new RTO market-oriented environment, which they regard as
unchanged from the | SO market-oriented environment. TransEnergie objectsto the TEP
arguing that it does not allow for third parties to participate by building and owning
transmission facilities.

3. Discussion

Order No. 2000 requires that the RTO have independent and exclusive authority to
make section 205 filings under the FPA that apply to rates, terms and conditions of
transmission service provided over the facilities the RTO operates*® Order No. 2000
bal ances the need to ensure independence in the administration of the regional transmission
tariff by the RTO and the need to provide transmission owners the opportunity to recover
revenues as owners of the assets. Order No. 2000 explains:>

The transmission owners may make Section 205 filings to
establish the payments that the RTO will make to the
transmission owners for the use of the transmission facilities
that are under the control of the RTO; the RTO, in turn, will make
Section 205 filingsto recover from transmission customers the
cost of the payments it makes to transmission owners aswell as
its own costs and propose any other changesin the rates, terms
and conditions of service to transmission customers.

4918 C.F.R. § 35.34(j)(1) (2000).

*0rder No. 2000, at 31,076; reh'g denied, Order No. 2000-A, at 31,369-72. This
aspect of Order No. 2000 ison appeal.
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In Avista Corporation, et al ., 95 FERC 61,114 at 61,338 (2001) (RTO West), the
Commission found that it was appropriate to allow atransmission entity that is independent
of market participants to include arequest for innovative rate treatments under Order No.
2000 in its section 205 revenue requirement filing because an independent entity would not
have an incentive to submit a proposal that would discriminate among particular market
participants. The Commission additionally stated that it recognized, however, that certain
pricing proposals may be more compatible with one form of independent transmission entity
than another, and that it would eval uate each proposal on a case-by-case basisto ensure that it
will operate appropriately in the particular RTO circumstances>! Further, in RTO West, the
Commission suggested that, for actions the RTO controls, transmission owners would not be
entitled to rewards or subjected to penalties.>

In RTO West, the Commission ordered the RTO to reviseits Transmission Operating
Agreement to eliminate the authority of those transmission owners that are not independent
of market participants, to unilaterally file with the Commission to establish or change rates
under the region-wide RTO tariff.>® The Commission stated that each transmission owner
remains free to identify and update its revenue requirement. And, transmission owners may
enter into agreements with the RTO regarding their revenue requirement and how it will be
recovered through the RTO tariff and file such agreements with the Commission asrate
schedules. Furthermore, transmission owners can make such revenue requirement filings
unilaterally to the Commission where they cannot reach consensus with the RTO.
Ultimately, however, once a particular revenue requirement is approved by the Commission,
it isthe responsibility of the RTO, as the sole administrator of the transmission tariff for the
region, to incorporate the revenue requirements of each of its members (including any
innovative pricing proposal by transmission owners who have elected to become independent
of market participants) into asingle, cohesive transmission tariff it will administer for the
region.

The proposed TEP and incentive rate proposal filed as part of PIM's Order No. 2000
compliance filing was submitted by PIM on behalf of the PIM TOs. PIM states that it
generally endorses the proposal, however, it does not sponsor it. PIM's TOs, as market
participants, continue to maintain rights relating to reliability, interconnection and
transmission expansion that are not held by other market participants. Theserights are
comparabl e to the rights held by the transmission owners in the hybrid model proposed in

510rder No. 2000, at 31,192.
52500 95 FERC, at 61,338, footnote 57.

53d., at 61,339.
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1SO New England's Order No. 2000 compliance filing.>* The PIM TOs are not independent
of market participants and based on our findingsin RTO West, we can not accept the
proposed TEP and incentive rate proposal. While we are generally supportive of the types of
incentives being proffered, we view the proposed TEP and incentive rate proposal asa
unilateral filing by the TOs that are also market participants. We have no assurance that the
proposed incentives will not favor the generation merchant function of aparticular TO. PIM,
asthe RTO, must be responsible for devel oping the transmission enhancement plan and
developing and proposing innovative pricing proposals.

Further, we will also reject the PIM TOs' proposed revisions to the Transmission
Owners Agreement and the new Attachment H (Transmission Rate and Rate Design
Moratorium) to PIM's OATT because these proposed revisions contain provisions of the
proposed transmission expansion package and innovative rate proposal that we have rejected.

The Commission finds:

While we are granting provisional RTO status to PJM in today's order, we direct PIM
to continue its current efforts at expanding Westward and to work with NY SO and 1SO New
England to develop aregional transmission organization that encompasses the entire
Northeast. Much of the guidance which we have provided in today's order derives from the
fact that PIM's TOs, as market participants, continue to have the ability to affect RTO
decisionmaking (e.g., reliability, planning and expansion). Moreover, the transmission rate
Incentives are being proposed by the transmission owners who are market participants rather
than the RTO.

The Commission orders:

(A) PJIM'sanswer to comments and protests and answer to the motion to reject are
hereby granted, as discussed in the body of this order.

(B) WASA'srequest for atechnical conferenceis hereby denied, as discussed in the
body of this order.

>41S0O New England Inc., et al., Docket No. RT01-86-000, proposed a hybrid RTO in
which the existing 1SO would be the system operator for the New England control area,
administer the wholesale markets in the region and provide ancillary services. A newly-
formed investor-owned independent transmission company would administer the RTO's Open
Access Transmission Tariff and arrange for construction of new transmission facilities and
generator interconnectionsin the region.
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(C) Joint Consumer Advocates reply comments are hereby granted, as discussed in
the body of this order.

(D) Themotionsfor summary disposition, and requests for an evidentiary hearing are
hereby denied, as discussed in the body of this order.

(E) Enron'slate protest is hereby granted for consideration.

(F) PIM'scompliancefiling ishereby provisionally accepted as discussed in the
body of this order, and PIM is hereby directed to submit within 60 days, revisionsto the
compliance filing, as discussed in the body of this order.

(G) PIM ishereby directed to file a schedule for future progress reports on
interregional coordination discussions and efforts within 60 days, as discussed in the body of
this order.

By the Commission. Commissioner Massey concurred with a separate
statement attached.

(SEAL) Commissioners Breathitt and Wood dissented in part with a
separate statement attached.

David P. Boergers,
Secretary.
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APPENDI X
Intervenors

American Forest & Paper Assn. (American Forest)™ #

American Wind Energy Assn. (American Wind)®

BP Energy Company

Calpine Eastern (Calpine)#

Coastal Merchant Energy, L.P.

Constellation Power Source, Inc.

Delaware Municipal Electric Corporation, Inc. (DEMEC)#

Delaware Public Service Commission*

Digtrict of Columbia Water and Sewer Authority (WASA)#

Duguesne Light Company (Duqguesne)

Dynegy Inc. (Dynegy)#

Duke Energy North America, LLC (Duke)®

Easton Utilities Commission of Easton, Maryland (Easton)”

Edison Mission Energy, Edison Mission Marketing & Trading, Inc., and Midwest
Generation EME, LLC#

Electric Power Research Institute**

Electric Power Supply Assn. (EPSA)?

Enron Power Marketing, Inc. (Enron)#*

Entergy Power Generation Corp.

H.Q. Energy Services (U.S)), Inc. (HQUS)#

Industrial Consumers**

Maryland Office of People's Counsel, Pennsylvania Office of Consumer Advocate, Delaware
Division of the Public Advocate, Office of People's Counsel of the District of
Columbia and New Jersey Division of the Ratepayer Advocate (Joint Consumer
Advocates) *

Mid-Atlantic Power Supply Assn. (MAPSA)#

Midwest Independent Transmission System Operator, Inc.

Morgan Stanley Capital Group Inc. (Morgan Stanley)#

National Rural Electric Cooperative Assn.

New England Conference of Public Utility Commissioners and the Vermont Department
of Public Service (NECPUC)

New England Public Power Systems (Connecticut Municipal Electric Energy Cooperative,
Massachusetts M unicipal Wholesale Electric Company, Vermont Public Power
Supply Assn., Chicopee Municipal Lighting Plant, Westfield Gas and Electric Light
Department, South Hadley Electric Light Department, Braintree Electric Light
Department, Reading Municipa Light Department and Taunton Municipal Lighting
Plant)

New Y ork Independent System Operator, Inc. (NY1SO)

Norton Energy StorageL.L.C.
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NRG Energy, Inc., NRG Power Marketing, Inc. and NRG Thermal Corp.

Ohio Rural Electric Cooperatives, Inc. and Buckeye Power, Inc. (Buckeye)#

Old Dominion Electric Cooperative (ODEC)®

Ontario Power Generation Inc. (Ontario Power)#

Ontario Independent Electricity Market Operator

Pennsylvania Public Utility Commission (Pennsylvania Commission)* »

PG& E National Energy Group, Inc.

PIM Industrial Customer Coalition (PIM Industrial Customers)®

PPL EnergyPlus, LLC

The Public Power Association of New Jersey

Public Service Commission of the District of Columbia* #

Public Service Commission of Maryland (Maryland Commission)* #/

Public Service Commission of the State of New Y ork (New Y ork Commission)

Reliant Energy Northeast Generation, Inc. (Reliant)#

Shell Energy Services Company, L.L.C. (Shell)#

Southern Energy Chalk Point, LLC, Southern Energy Mid-Atlantic, LLC, Southern Energy
Peaker, LL C and Southern Energy Potomac River, LLC (Southern Generators or
Southern Energy)#

Tenaska, Inc.

Tractebel Energy Marketing, Inc. and Tractebel Power, Inc. (Tractebel )#

TransEnergie U.S. Ltd. (TransEnergie)#

The Williams Companies (Williams)#

* Notice of Intervention

** Comment without Intervention
Comment (with Intervention)
Protest

> 3



UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISS ON

PJIM Interconnection, L.L.C. Docket No. RT01-2-000
Allegheny Electric Cooperative, Inc.
Atlantic City Electric Company
Baltimore Gas & Electric Company
Delmarva Power & Light Company
Jersey Central Power & Light Company
Metropolitan Edison Company

PECO Energy Company

Pennsylvania Electric Company

PPL Electric Utilities Corporation
Potomac Electric Power Company
Public Service Electric & Gas Company
UGI UtilitiesInc.

(I'ssued July 12, 2001)
MASSEY, Commissioner, concurring:

In this order, the Commission expresses its intention to evaluate in the near future the
importance of standardizing generation interconnection procedures. I'velong advocated such
standardization, so thisisabig step in theright direction. But | would have been clearer and
firmer in expressing our resolve to standardize interconnection procedures. For me, the
time to evaluate whether to do so ispast. It'stimesimply todo it.

Interconnection standardization is good for the market. Generators should make
location decisions based on economics, not on the basis of a patchwork of idiosyncratic
Interconnection standards. Establishing uniform standards will be good for generation
investment and good for consumers. And standardization would be an efficient useof  the
Commission's staff resources. It's no secret that the staff is laboring under a crushing work
load. Processing a multitude of interconnection filings eats up staff time. Standardization
will free staff for other important work.

Therefore, | concur with today's order.

William L. Massey
Commissioner
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UGI UtilitiesInc.
(Issued July 12, 2001)

Breathitt, Commissioner, dissenting, in part:

Since the Commission began promoting RTOs as a means to remove barriers and
Impediments to wholesale el ectricity markets, | have been fully committed to the goal of
implementing RTOs. However, | am dissenting, in part, to express my objections to specific
language in this order and other RTO orders on today's agenda supporting the creation of four
RTOsinthe country. | agree with the majority's claim that the Commission has been
attempting to facilitate the development of large RTOs reflecting natural markets since we
issued Order No. 2000. That was our stated goal and one that | have actively pursued.
However, today's orders go further by stating that the Commission "favors the devel opment
of one RTO for the Northeast, one RTO for the Midwest, one RTO for the Southeast, and one
RTO for the West." | do not necessarily favor such development.

When the Commission deliberated over how to attain our mutual objective of RTO
formation, we decided to adopt an open collaborative process that relied on voluntary
regional participation. The intent wasto design RTOs so that they could be tailored to the
specific needs of each region. We specifically declined to propose fixed or specific regional
boundaries under section 202(a) of the FPA. Instead, we concluded, as amatter of policy,
that we would not attempt to draw boundaries, based upon our conviction that transmission
owners, market participants, and regulatorsin a particular region havea better understanding
of the dynamics of the transmission system in that region, and that they should propose the
appropriate scope and regional configuration of an RTO. We did not specifically endorse one
particular scheme of RTO configuration, but opted instead to establish appropriate guidelines
toaidin RTO development. In fact, our regulation

2



requires only that an appropriate region is one of sufficient scope and configuration to permit
an RTO to maintain reliability, effectively perform its required functions, and support
efficient and non-discriminatory power markets.

Today's order represents a dramatic departure from the approach we pursued in Order
No. 2000 to the extent that it directs the formation of four specific RTOs. Just as some
commenters to our RTO rulemaking feared, the Magic Markers have come out, and the
boundaries are being drawn with little regard to the status and timing of RTO formation
effortsin various regions of the country. Thiswas not my intent at the time we issued Order
No. 2000; and the events since we issued Order No. 2000 do not compel me to embrace this
policy shift. Parties have spent many hours and countless resources in negotiations,
collaborations, and complicated business strategy sessions to develop reasonable RTO
approaches. Theimpact of the majority's directive that these four RTOs be formed could be
to render these efforts useless and force parties to begin the difficult and time-consuming
process anew. For example, the Midwest 1SO -Alliance settlement, which the Commission
approved and which represented a tremendous effort by many parties, could unravel.

If the majority believes that the Commission should depart from the basic
philosophies embodied in Order No. 2000, then | believe it would be only appropriate to
initiate aformal notice-and-comment rulemaking proceeding so that we could make a
reasoned decision informed by the views of the stakeholdersin this process — state
commissions, chief among others.

Finally, | do not adopt the majority's assertion that forming larger RTOswill  result
in lower wholesale electricity prices. Thisisalaudable goal, and assuch, | embraceit. As
ageneral proposition, Order No. 2000 encouraged the development of
large RTOs. However, the promise of lower wholesale electricity pricesisonethat |, asa
federal official, am not willing to make to consumers at thistime.

For these reasons, | respectfully dissent.

LindaK. Breathitt
Commissioner
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(Issued July 12, 2001)

Wood, Commissioner, dissenting in part:

| support this order and write only to dissent on its treatment of one important item:
the participation of small customers on PIM's members committee. Presently, small retail
customers face significant barriers to becoming voting members of PIM, namely, $5,000
annual membership fee and full exposure to the liability of alimited liability company.

| recognize that earlier PIM filings have made an exception for state consumers
counsels (or their equivalent), and thisisgood. However, it does not go far enough.
Stakeholder processes, however they are used in RTOs/I SOs/transcos, should be all-
inclusive, not just for commercial interests, but for end-usersaswell. They, after all, pay the
bills. A $5,000 annual fee for anindividual residential or other small customers prevents

reasonabl e inclusion of such members.
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In the Northeast RTO settlement process, | hope parties will explore and adopt a
comprehensive way for all customers to have meaningful participation in the process.

Respectfully submitted,

Pat Wood, |1
Commissioner



